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environment are reviewed while the methodology of the 
study is explained in. section III. The findings of this 
study are presented in section IV while section V 
contains the concluding remarks. 
2.1 Concept And Nature ofMicrofinance 
Micrcifinance is about providing financial services to 
the poor who are traditionally not served by the 
conventional financial institutions. Microfinance is 
mostly used in developing economies where SMEs do 
not have access to other sources of financial assistance 
(Robinson, 1998). That is miGrofinance recognizes poor 
and micro entrepreneurs who are excluded or denied 
access to financial services on account of their inability 
to provide tangible assets as collateral for credit 
facilities (Jamil, 2008). There are different providers of 
microfinance (MF) services and some of them are 
nongovernmental organizations (NGOs): savings and 
loans cooperatives, credit. unions, government banks, 
commercial banks or non-bank financial institutions. 
The target group ofMFis are self-employed low income 
entrepreneurs who are; traders, seamstresses, street 
vendors, small farmers, hairdressers, rickshaw drivers, 
artisans blacksmith (I:.edgerwood, 1999). 
The aim ofmicrofinance is not only to extend credits to 
benefic iarie~ 1-}•Jt to pr(l111ote entrepreneurship and boost 
rural fmancial markets that will provide sustainable 
. access to financial services by creating a relationship 
~:-':'l :h,1-""'''""' those with financial resources and those who 
them. It is the practice of delivering those services 
a sustainable manner so that poor households will 
access to financial services, so that they can build 
ble micro enterprises. 
Concept ofSME 
The Small and Medium Industries Equity Investment 
Scheme(SMIEIS) in Nigeria, defines small and medium 
enterprises(SMEs) as "enterprises with a total capital 
employed of not less than N1.5 million, but not 
exceeding N200 million, including working capital, but 
excluding cost ofland and/or with a staff strength of not 
less than 10 and not more than 3 00". This paper adopts 
the employees' criterion of a business with employees 
of between 10-300. The small and medium enterprises 
(SMEs) in Nigeria are heterogeneous groups of 
business, usually operating in different sectors of the 
economy: The SMEs consist mainly of those engaged in 
the distributive trade who constitute about 50% of the 
SMEs, 10% are in manufacturing, 30% in agriculture 
·and 10% in services, which together account for well 
over 5.0% of Nigerian Gross Domestic Product 
(Odeyemi, 2003). There are indications that the SMEs 
for about 70% of industrial employment in 
Nigeria (Adebusuyi, 1997). 
2.3 Micro finance and SME Development 
Accessing credit is considered to be an important factor in 
increasing the development of SMEs. It is thought th ai 
credit augments income levels, increases employ~nent and 
thereby alleviates poverty. It is believed that access u. 
credit enables poor people to overcome their liquid it 
constraints and undertake some investments such as thL , 
improvement of farm teclmology inputs, thereby leadi n1• ~1 . to an increase in agricultural production (Hiedhues, 199 5) · · 
The inain objective of micro credit according to Navajas e 1 i· 
al, (2000) is to improve the welfare of the poor, as a resul1 't , 
of better access to small loans· that are not offered by t h c · 
formal financial institutions. Thus, Diagne and Zcllc1 
(200 1) argue that insufficient access to credit by the poo1 f 
may have negative conSequences for SMEs and ovcrn II ~ 
welfare. Access to credit further increases ·SMEs r:isk ~. 
bearing abilities; improve risk-copying strategies an d 
enables consumption smoothing overtime. 
I 
Based on the f~regoing, the following hypotheJes in nu ll 
form are formulated- I 
1. H,: There is no significant · relationship betwcc1. 
Micro loan and SME expansion capacity in Nigeria. 
2. H2 : Microfinarice does not have significant capacit y" 
influence SME growth in Nigeria . 
3. H3 : Non-financialservicesofmicrofinance insttt\ltiu .•. 
do not significantly enhmice the perfom1ance of Sl'v11 · 
in Nigeria 
3.0 Research Methodology '' 
The study was designed to combine primaty survey basui 
data with information extracted frorp. secondary sourct.:'· \ 
over a five-year period. The population of the stmh t' 
consists of the entire MSMEs in the country. However, tlh' [ 
study was restricted to Lagos and Ogun states in the Soul! 1- f 
West geopolitical zones. The choice of South-west sten1·. 
from the fact that the concentration and the predomin_an ._ -
of SMEs in this zone are easily identifiable particu larl · · 
with the inclusion of Lagos State which is the commew I 
centre of the nation. Judgemental sampling technique W < ; f 
used to select the participating MSMEs. $imple rando, 1 r 
sampling technique was used to select a tota I ' ' i t 
161entrepreneurs that constituted our sample siz<~ . T1 1.; t 
sample size was determined using Bartlett,, .Kotrlik au ! ~ 
Haggins (2001) model for determining the rninintLt' 1 r. 
returned sample size for any given population . ')'), ; 1: 
primary data consists of a number of items in W L'll ~ 
structured questionnaire that was administered to a ; • i ~ 
completed by the respondents. To ensure the validity au I 
reliability of the questionnaire, experts in the fi eld () :· 
microfinance were consulted to review the questionnai <c 
.,. ' 
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items in relation to comprehensibility, logicality and 
suitability. A pilot test which took the form of test -retest 
method was conducted prior to the actual study. Data 
collected from the questionnaire were analysed using one 
.sample t-test, Pearson correlation coefficient and 
multiple regression analysis. ,, 
A total of 112 and 49 copies of the questionnaire, 
representing 70% and 30% of the total sample size were 
administered in Lagos St~:~.te and Ogun State respectively.· 
The questionnaires were distributed using the 
geographical spread of micro finance banks in Lagos and 
Ogun states. In all a total of 135 copies of the 
questionnaire were returned from the two States out of 
161 copies administered. This represents a total response 
rate of 83.5%. The high return rate ·achieved from the 
field survey can be attributed to the support received from 
the Loan/Field Officers in the banks visited. A total of23 
. Microfinance Banks were used for the study and the 
copies of questionnaire were distributed at an average of 
seven (7) copies of questionnaire per bank. 
Model Specification 
The model specification used in this study was based on 
' ·:·~-.otheses of the study. Following Niskanen and 
Niskanen (2007) who identified sai.es growtn :-.l ~ ti <~ 
. predictor of small business development, the model for 
hypothesis 1 is:· 
•·· Hypothesis 1 . 
·EC=f(M) 
·• Where EC,.;.., Expansion Capacity ofSMEs 
M= Microloan received 
· The Pearson correlation coefficient was used to find if 
there is a relationship between microloan received by 
MFB clien~ ·and the expansion/growth of SMEs in 
Nigeria,;· 
Hypothesis 2 
The second hypothesis was structured to ascertain the 
impact of microfmance on MSME growth. This is 
. expressed as: 
. SBC=f(OX,FX,MFX) .......................................... (2) 
! SBG =Small Business Growth l OX = Owner's characteristic variables (Entrepreneur's 
l age, Entrepreneur 's Education, and Errtre_~: :--:-:~~w's 
\ Gender) 
, FX . = Firm ~haracteristic variables (Business age, 
Busmess locatiOn and Business register) 
· 
1 
' ~X i'T Microfmance variables (Loari Size received from 
Microfinance ~ar:J<, Loan Duration, Loan Repayment, 
Technology Trammg received by entrepreneur or his staff 
in the last year) 
_,......, _____ _ 
' ' 
Hence the equation is re-written as: 
SBG=ao + a1EAge1 +a2EE2+a3EG3+A4Bizare4 +a5 
Bizloc5 +a6Bizreg6+a7LS7+a,LD,+a9LR9+a10 T~0 =U1 ( !) 
SBD = Small Business Development (SBD) proxied (Jy 
a:Imual sales growth rate over five years is defined as ( ir 
=f\{(St/So) 11"-1}x 100 where S, i~ the cunent !>ales k '.'•' l S9 ,i~ the base year 2006, n is the number of yc<tl·~ 
considered for study while Gr is the annual rale of 
growth(NiskanenandNiskanen, 2007). 
Key predic;tor ofMSMEs growth is given as 
EAge1 = Entrepreneur · Age, EE2 = Entrepreneur 
Edu~ation, EG3~ Entrepreneur .Gender, Bizage. = 
Bus~ness Ag~, B1Zloc5= Business location, Biz reg,. = 
Busmess registration, LS7 = Loan Size received frum 
Microfmance Bank, LD8, =Loan Duration, LR9 =Loan 
Repayment, TT1o = Technology Training received · bv· 
entrepreneur or his staff in the last year, U1 =.Enor term.-
A priori,; a1 < 0; a1 > 0; a3> 0 .... a6 > 0, a7>0, tlu<O, 
a9>0 ..... a10 > 0 
Hypothesis~ 
To measure the impact of non-financial serv ices. oi l. ·n.:d 
by microfinance institution!': ~n l'vfSMF -o 
1
nerfomt:tllcc, 
Karlan and Valdivia (2006) ;r.ock:! v:a~> u· Jc. · 1 ··~ lttddl.-! • 
was adapted with modification as follows: ' 
SBP=f(OX,FX, MFX) ......... .. .... ...... ..... ...... .... .. (. 
SBP =Small Business Performance 
ox = Owner's characteristic variables (EntreprcltCurS 
age and Entrepreneurs Education) 
FX = Firm Characteristic variables (Business age, 
Business size and Business location) . 
MFX = Microfinance'characteristic variables (Ad \ isory 
Services, Pre-loan training, Group membership, 1 'ross 
guarantees hip) ' 
I 
Hence the equation is re - written as: a 
SBP=6. + 61EAge1+62EE2+61Bizage3+64Bizsize4 i 
6sBizlocs+6~S6+6;PT7+ 68GM8+ 69CG9+~ ... (5) 
Where; 
SBP is proxied by Average profit growth. Average profi t 
growth rate over timedefined as Gr = {(nihTo )11" 1 }x 
100 where rrt is the cunellllHv.G• le·, . ..;:, ,-, ~ : ~: tk b .. sc 
year 2006, n is the number of years considered to1 study 
while Gr ·is the annual rate of growth (Niskanen & 
Niskanen, 2007) 
The independent variables are MFBs non- li 11a ncial 
services such as Advisory service, pre-loan trai11ing as 
listed below: Where; . 
EAge1 = Entrepreneur Age, EE2 = Entreprcncnr 
Education, Bizage3 =Business Age, Bizsize4= Business 
Size, Bizloc5= Business location, AS6 = Advisory 
Service, PT7 = Pre-loan Training, GM 8= . Group 
Membership, CG9 = Cross Guaranteeship, Ul= Error 
term 
Apriori 6 1 <0; 62 >0; 63<0; 64>0; 65 >0; 6 6<0, 
67>0, 68<0, 69>0, . . . .. 6 10 > 0 
4.1 Profile ofRespondents 
The table below provides information on socio economic 
profile of the respondents. Majority of these respondents 
were women. This confirmed the fact that most 
beneficiaries of micro finance credit facilities are females. 
The result is also classified in terms of their level of 
formal qualifications, because this could affect the way 
enterprises are managed. In regard to marital status of the 
respondents, the table reveals that majority were 
niarried. The result obtained on religion of respondents 
shows that 93 (68.9%) are Christians, · 42 (23.7%) are 
Muslims while 10 0%) belong to other religion~ probably 
traditional religion. 
Table 1 Socio-Economic ProfileofRespondents 
Variables Measuring Group 
4.2 Business Characteristics ofRespondents 
Table2 
Variable 
Year Business 
Established 
When did you join 
the MFB/commu~ 
nity Bank? 
Kind of Business 
Measuring group Frequ-
ency 
% 
2-5years 63 46.6 
6-10years 21 15.5 
11 -15 years 19 14.3 
16-20 years 22 16.2 
I-A~b-ov-e....,2""o-y-ea-rs--~- -.-1 "o ---------7'./r 
Total 135 100 
Before year 2005 38 28 
2006 - 2008 76 56 :~~~~-~-~---..~ -2009-2010 21 16 
Total 135 100 
Trading 61 45 
Artisan 15 1 11 
Manufacturing 27 I 20 
Agric~lture 18 1 13 
Service 14 11 
Total 135 I 100 
Form of Business Sole ownership 88 I 65 ~~~~~-----~-r-~~ 
Source of Initial 
Capital 
Family Business 23 l 17 
Partnership 17 1 13 
Other type 7 I 5 
Total 135 I 100 
Personal Savings · 80 I 59 
Borrowed from friends 25 I 19 
1~L~o~an~f~ro~m~ba~n~k _ __ ~2~0~_1 15 
_GifL& _Grant _ . ________ ___,_,1 o~ __ _,_l-_ -_ -_,_/==, 
Total "135 I 100 
1-=R'-eg- is-tr-a--,-tio_n_o-=-f --+-:'-:-Ye"-'-s=-----·----50 I 37 
B · ' No ·-- 8.::.:5'-- -i'--63; 
USiness '' Total 135 ~-100-i 
Category of :· Micro 98 1 73 
Business Small 25 19 
Medium 12 8 
, Total 135 .·· 100 
Business Location 1 ~u:!.!.r~ba::!!.n!..!A~re~a:!__ _____ _.c8~3~--:---!!...61:--t 
Rural area 30 I · 22 
Semi Urban 22 16 
Total 135 100 
Composition of I-2D~e~b~t ca~l~Pii~ta~l o~n!!lly_-'---'=2"'-9 ----=2==---~2 
capital structure ~D~e~b~t &~Eq~IU::..::itv:r__ __ ---=5~6 ------:::4::;-1 -l 
Equity Only 50 37 
Total 135 100 
Motivation for Financial independence 75 55 
starting a business 1 ..;L~o~ss~o:::..:f..::.J.:::.:ob;:..;--,-;;-;---~3~5:,-____ 7.26;-1 To bequeath to children 25 19 
Total . , . . 135 100 
~I ~ ' 
Source: Authors computation from study Sample Data 2011 
j, 
[i 
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Table 2 (on page 27) shows that 63(46.6%) of the 
businesse's had been in existence for between two to 
five years . The table also revealed that most of the 
businesses were established around the same time 
the respondents joined the MFB. The table also 
shows the sources . of initial capital of the 
respondents, 80 (59%) started their business with 
their personal savings: 25 (i9%) started with 
borrowed funds from friends and family, 20 (15%) 
started with a loan from the bank, while 10 (7%) 
started with gifts and grants obtained from friends 
and institutions. This confirms the fact that most 
MSMEs are funded mainly from individual personal 
resources. 
It was also revealed that 56( 41%) combined owners 
equity and loan, this makes for business growth if 
they are combined in appropriate proportion. Also, 
29 (22%) make use of loan. alone. This implies that 
such entrepreneurs do not have any stake in the 
business and as such1 the entrepreneur may not be 
enthusiastic towards ensuring business growth. 
4.3 Descriptive Statistics of Some Variables 
Table 3 belo'(l displays the one sample t-test for six 
variables; Entrepreneur's perception of access to 
mi~,;ru loai,, a;JfJropriateness ofloan size, relationship 
with loan officers, impact of regular participation in 
microfinance, impact of microloan on business 
expansion, clients percepti6rf of . re:asonability of 
inte:r:~strate charged by MFBs. AlH4e.variables show 
the. satisfaction level to' be mol:~ than·average ievel Of 
· satisfaction (2.5)~ we used: t:he statistids value to foim 
opinion based on measurement of scale. To examine 
a e ne~ ampe est T bl 3 0 S l ~ 
Test Value= 0 
the statement, microcredits are easily accessible compared 
to other bank loan, we developed hypotheses and agreed 
upon the level of significance for rejecting/accepting the 
hypothesis. Survey respondents indicated their perceptions 
using the scale, with 5 = strongly agree and l = strongly 
disagree. We took the null hypothesis to be, microcredits arc 
not easily accessible to be less than (2.5) the average level of · 
accessibility as perceived by the ent:cepreneurs. Therefore, 
the alternative hypothesis is, microcredits are easily 
accessible to be more than the average level at above 2.5 . All 
the variables statistics value is more than 2.5 as seen in tabl e 
3, except for reasonability of interest rate charged by MFBs. 
This means that the level of satisfaction as expressed by the 
respondent is above average for all the variables except for 
interest rate charged by MFBs. This is explained in table 3 . 
below. 
On accessibility to microcredit, the analysis in Table 3 
demonstrates that the null hypothesis is rejected[ and it is 
strongly significant. So our results are . in favour of 
alternative hypotheses. This means that the respondents 
perceived microcredit to be more easily acces~ib le than 
other bank loan. From this study, we can conclude that 
microcredits are easily accessible by MSME operators in 
Nigeria and the level of average satisfaction is quite high at 
4.2. . I 
To examine the statement " the loan size givtn is apptvp<~a •c· 
for my business" . We developed statistical tes t to check tb.: 
appropriateness of the loan given to business size of th' 
respondents. We took null hypothesis to be the size of LhL 
loan given is not appropriate· for my level of business. The 
alternative hypothesis ·is the•' size of the loan given is 
appropriate for my level of business. From the above table 
'I' ' 
. ., ,, ' 
' 
t- Statistics Of Sig. (2-tailed) Mean 95% Confidence Interval 
Difference of the Difference 
Lower Upper 
: Access to microcredit 105.688 134 .000 4.21481 4.1359 4.2937 
Loan size 77 .. 703 134 .000 3.74074 3.6455 3.8360 
Relationship with loan · ' 
officer 78.314 134 .000 3.74815 3.6535 3.8428 
Regular participation in 
microfinance 
~· 103.830 134 .000 ' 4.20000 4:1200 4.2800 
~ 
" Reasonability of i~terest 
rate charged by MFBs 103.155 134 .000 2.38152 3.8434 3.9936 
Microloan and business . 
expansion 31.594 134 .000 3.99630 2.9025 3.2901 
Source: Survey result data analys1s, 2011 
i 
I 
I 
I 
I 
I 
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we can draw conclusion that our null hypothesis is 
rejected because the mean level of appropriateness of 
the size of loan given is above 3 and it is statistically 
strongly significant. The mean level of cordial 
relationship with loan officers shows a mean difference 
of 3.74, which implies that the rnicrofmance banks 
clients enjoy cordial relationship with their loan 
officer, and this is interpreted to mean they get regular 
assistance which enhance their business growth. The t-
test statistics for cordial relationship with loan officer 
operational assistance is 3. 7 4 and the significance level 
is 0.000. This means that the null hypothesis is rejected 
and the altemative hypotbeses accepted with a high 
level of confidence. The table also shows the mean and 
t-test for impact of regular participation in 
microfinance programme business, here we can see 
that the mean value is high at4.2, farhigherthan2 .5 the 
average scale of satisfaction. The t-test ~tatistics for the 
statement "regular participation in microfinance 
impact positively on my growth" is 4.200 and the 
significance level 0.000. This means that null 
hypotheses is rejected and the alternative hypothesis is 
accepted significantly. 
To examine the statement "is the interest rate charge by 
microfinance bank reasonable?" . We developed 
statistical test to check the reasonability of interest rate 
charged by microfinance banks as perceived by the 
MFBs clients. We took the null hypothesis to b~ the 
interest rate charged by MFB is not reasonable. The 
alternative hypothesis is the interest rate charge by 
"'''"..........,,_•-.· ·MFBs is reasonable. From the above table we can draw 
conclusion that our null hypothesis is accepted because 
· the mean level of reasonability is 2.3 8 which' is lower 
than 2.5 and it is statistically strongly significant. So 
. our decision is in favour of our null hypotheses, which 
states that the interest rate charged by MFBs is not 
reasonable. 
Lastly, we test for .the impact ofmicroloan on business 
expansion. Table 4, shows the mean and t-test for 
impact of microloan on small business expansion, here 
we can see that the mean value is high at 3.99, far higher 
than 2.5 the average scale of satisfaction. The t-test 
statistics for the statement " micro loan received 
enhance my business expansion" is 3.99 and the 
significance level 0.000. This means that null 
hypotheses is rejected and the alternative hypothesis is 
accepted significantly. We can conclude our decision 
from the analysis that due to the micro finance activities 
people feel that microcredit is easily accessible than 
conventional bank loan, imd the size of loan they 
received is appropriate for their business activities. 
Also, that they enjoy cordial relationship with their 
loan officers which has helped to enhance lheJ r 1; 
operational efficiency, also that regular participation 111 1 
microfinance programme enhance their busih e s:-~ .!-
performance and that microloan enhance their business ~ 
growth but the interest rate charged by MFBs ··is 
considered not reasonable by the microfinance bank i 
clients because they are too high for the clients. ~ 
~ 
4.4 Relationship between Microloan Receivc~b ~ 
and Expansion Capacity ofBusiness Enterprise 
Hypothesis 1 
Table 4 Correlation test between the microloan and i ~ 
.I 
Business expansion capacity 
~ Microloan Business expansion 
I I MICrDIOan t""earson Correlation 1 .271i**) Sig. (2-tailed) .001 I 
N 135 135 
Business Pearson .271 (**) 1 
expansion Correlation ,. ,. 
' ~ :oo1 Sig. (2-tailed) 
N . 135 135 . II !, 
***Correlation i~ significant at the O.O lleve l d-tailed). 
The Table also shows a com·>:l?.tion coefficient pf .271 a11 d 
it is positive, this implies that the Pearson correlat [qn 
coefficient of (.271) is positive indication ! of a lo 
positive con-elation between microloan received an_cJ,: 
expansion capacity of MSMEs in Nigeria. That 
microlo;m contributes to the expansion capacity ur 
MSMEs in Nigeria but the level of contribution is low . 
The coefficient of determination which is the square of tl tc 
r indicates that 7.34%, that is microloan contribute on ly 
7.34% to expansion capacity ofMSMEs in Nigeria wh ich 
is very low, but has a positive contribution. This is 
significant at 1% significant level. Therefore, our null 
hypothesis which is there is no· significant relationsh ir 
between Microloan and MSME expansion capacity in 
Nigeria is rejected, while we accept our alternati \ c 
hypothesis, that is, a significant relationship exists 
between microloan received and expansion capacity of 
MSMEs in Nigeria. The study therefore concludes that 
microloan received by MFBs clients help to enhance tl te . 
expansion capacity 9fMSMEs in Nigeria. · 
4.5 Micro finance on MSME. Growth 
Table 5 (on page 30) presents the result of multiple' 
regression analysis of the impact of microfinancc on 
MSME growth. Sales growth over five years (2006 --
2010). 
•. 
Table 5 Effects ofMicrofinance on MSMEs Growth 
Variable Beta Coefficient . Standard Error t- statistic Significance 
Constant 30.630 9.079 
Age -0.096 1.414 
Education 0.070 0.061 
Gender 0.040 0.020 
Bizage 0.024 0.196 
Bizreg 1.015 0.036 
Bizloc 0.712 0.316 
Size of asset loan 0.011 . 0.101 
Duration of asset loan -0.025 1.165 
Technology training -··-~ - 0.095 0.081 
Repayment of asset loan -0.147 0.026 
R-Squared .268 
Adjusted R- Squared .246 
No. of Variables 135 
Anova F-Statistics 1.341(.544)a 
Dependent Variable- Sales growth 
On entrepreneur's age, the result obtained shows 
that entrepreneur's age has a negative correlation 
with MSMEs ' growth, the result shows that if 
en~epr~ .• eur's age increases by one year, sales :vill 
fall by 9.6%. This may be true, from practical point 
of view as individual advance in age their level of 
productivity falls. The res\ilris not· statistically 
significant ' The . result .obtained ,for ·owner's 
.) e<iuc;atio~ shows positive r~latiotisliip'between l~vel 
~~ ofeducatioii and MSMEs growth, the result shows 
that for a unit increase in entrepreneur's level of 
education, sales will growth by 7%, the result is 
significant at 5%. The result on impact of gender on 
. enterprise growth is not statj~tically significant. 
L 
On firm' characteristics variables, the result shows 
. that business age has a · positive relationship with 
· small business development proxy by average sales 
growth. The result shows that a unit increase in firm 
age will increase sales growth by 2%, but the result is 
not statistically significant. On business registration 
status, it is observed from our data that the firms 
sampled operate as both registered and unregistered 
firms : Results from previous studies show that 
registered firms grow faster than unregistered firms. 
The result obtained in this sttidy shows a positive 
and significant relationship between business 
growth and registration ofbusiness, the result shows 
that for a unit increase in business registration status, 
21.097 .000 
-1.033 .404 
4.113 .001 
1.003 .302 
1.053 .110 
2.815 .005 
0.118 .531 
1.122 .309 
-1.279 .122 
5.222 ;005 
-1.053 .202 
sales will grow by 21% and it is statistically significant at 
5%.. The result obtained on business location s~ows a 
positive but none statistically significant coefficien t 
between business location and firm ·growth, most of the 
fi.rms in this study are though situated in w:t<;TI k L _.: · .. 
the result shows that business location in \Jrban areas 
increase sales by 11% but the result obtain is significant. 
'.: ~ 
•J.I 
Ori rnicrofinlillc~ v~ables, result on size of assets Joan 
on MSMEs growth shows tha.ta, unit increa~e in assets 
loan will increase sal~s growth by~U(o, but the result 
obtain is not statistically sigruficant, lienee it cannot be 
relied upon for any inference; even though it is correctly 
signed as expected in microfinance theory. Duration of 
asset loan shows a positive relation with sales growth but 
not statistically significant, meaning that the duration of 
the asset loan is too short for any meaningful impact 
MSMEs growth. On repayment of asset loan, the result 
obtained shows a negative correlationwith sales growth, 
which is in. support of economic theory because of the 
frequency of repayment but negates micro fmance 
theory. The result obtained reveals that as frequency of 
repayment is increased, sales growth will decrease by 
14%, the result is not statistically significant and it 
cannot be relied upon to make inference. On technology 
related training received by the entrepreneurs, the result 
obtained shows that technology-related training 
received by entrepreneurs significantly affects sales 
growth, thereby enhancing growth and expansion 
capacity ofMSMEs. Specifically, the result shows that a 
unit. increase in technology-related training received by 
the entrepreneur will cause annual sales growth to 
~- 1-- -
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increase by 9% The result is statistically significant at 
5%. Previous studies provide strong evidence of a 
positive association between the use ofteclmology and 
business performance, with observed differences in: 
profit level across enterprises and sectors reflecting 
varying innovative environments (Bigsten et al., 2003; 
Chapelle &Plane, 2005; D.aniels, 2003). 
The coefficient of determination that is the R2 is 26%, 
and the adjusted R2 is 24% this shows the level of 
variation in the dependent that is explained by the 
independent variable.s. The R2 obtained in this study is 
acceptable for panel data like we have in this study. 
Hence we can conclude that micro-financing as 
practiced by Micro Finance Banks in does not have the 
capacity to enhance MSMEs' growth. Variables such as 
Entrepreneur's education, business registration and 
technology training enhance sales growth, while other 
factors like size of asset loan, duration of asset loan and 
frequency of repayment of asset loan do not enhance 
sales growth. 
4.6 Non - Financial Service and MSME 
Performance 
Table 6 below presents the result of multiple regression 
. analysis of the impact of non financial service of 
microfinance institution on MSME performance. Profit 
growth over five years (2006- 201 0) is used as proxy for 
MSME pe ·· ·unuance and it is our dependent variable, 
. while the independent variables are; Entrepreneur Age, 
· ' '. Entrepreneur Education, Business Age, Business Size, 
~ ·:J?usiness location, Advisory Services, Pre-loan 
;Training, Group Membership, and Cross 
· • .. Gua · · h' rantees 1p. / 
Table 6 presents the results obtained for the total sample I 
The intercept shows the value of the dependent variabk 
(Y) profit growth, when all the independent vari~bles an::. r . . 
zero. The result obtained show that when all independent 
variable is zero, profit will grow by 10.73%. The result I 
obtained is significant at 5%. 
On owners characteristics variables, the magnitude and 
the signs of beta coefficient for entrepreneurs' age ati d 
MSMEs performance shows a negative correlation an d it 
is statistically significant at 5%. This implib that as 
entrepreneur grows older the level of perfom1ancc . 
decrease. The magnitude and signs for entrepreneurs ! 
education shows positive .correlations with fi rm 
performance and statistically significant at 10%. This may 
implies that as the level of education of respondents 
increases level of performance also increases. . 1 
On firm characteristics variables, the result obtained for 
business age shows an inverse relationship between fim1 
age and enterprise performance. The result shows tha t as 
firm age increases .l;Jy ot;1e year, enterprise perfom1ancc . 
decreases by 8%. The result is statistically sigriificant at 
5%. This confirms the findi.J:lgs ofNiskanen and Niskanen 
•· I (2007) that as firm age increases,-fmn performapce drops 
and that impact of one extra year diminishes a~ the fi rn1 
gets older. The coefficient for finn size shows a posit ive 
correlation with business performance ahd il i ~ 
statistically significant at 1%. This implies that ar fin, I::,,' c. 
increases by one· unit, it enhances the perfonnance n!· 
MSMEs by 4%. The coefficient for business locati1 . 
shows a positive correlation and it is statistical signific<ltl 
at10% 
.. 
' . 
Table 6 Effects of Non- Financial Service on MSMEs Performance 
Variable Beta Coefficient Standard Error t- statistic Significance 1 
Constant 10.733 15.315 .. 12.928 .003 
Entrepreneur Age -0.159 0.662 -2.478 .015 I 
Entrepreneur's Education 0.028 0.266 3.672 ' .072 
Bizage -0,084 0.517 -2.292 "'I .019 
Bizsize 0.043 0.057 4.113 
; 
.001 \ 
Bizloc 0.015 0.107 2.245 ,. .100 
Advisory Services 0.420 1.093 7.8117 i . . 000 
Pre -loan training 0.289 .079 3.379 ·.001 
. Group membership 1.112 1.018 3.082 .001 
Cross guaranteeship -0.382 .866 -3.569 .001 
R-Squared .520 
Adjusted R- Squared .489 
No. of Variables 13'5 ,tl 
Anova F-Statistics 166.919(.000)a 
DependenWanable- Profit growth 
With respect to Microfinar\.ce characteristics, the results 
obtained revealed that the magnitude of the beta 
coefficient for advisory . service is consistent with 
microfinance theory and significant at 1%. The result 
implies for one additional unit of advisory service received 
by the entrepreneurs, the profit growth, which is the proxy 
for performance, increased by 4 2%. We found, the result on 
pre-loan h·aining to be positively correlated with business 
perfonnance. The result reveals that an increase in pre-
loan training will bring about 28% increase in business 
performance of MSMEs in Nigeria. This is statistically 
significant at 1% and confirms the prior empirical findings 
ofOgunrinola andAiege (2008) . 
The result on group membership also shows a positive 
correlation with business performance. The magnitude of 
beta coefficient for group membership is consisten t with 
micro finance theory and significant at 1%. The result 
shows that group membership practice enhances business 
performance by 11 %. On cross guaranteeship of members 
by other members of the group,. the ·result obtained 
revealed that cross guaranteeship h'as inverse impact-.on 
entrepreneurs business performance, the result shows that 
cross guaranteeship decrease business · performance by 
3 8% and the result obtained is statistically significant at 
1%. The results obtained on group membership confirm 
the findings of Anderson et al. , (2002), that group 
membership stand as a fonn of social capital and enhance 
accessibily and efficiency of funds among small business 
operators. 
.The coefficient of determination adjusted R2 of 48% 
shows the fitness of the estimated model. The F-stat:;;tics 
of 166.919 shows the overall fitness of the estimate and 
because the estimate is statistically significant at 1%, we 
· tej_ect . our . null. hypothesis . and accept our alternative 
· hypothesis' which implies that the --non~financial services 
rendet;ed . by MFBs to their customers enhance their 
business performance. Al.l the variables modeled enhance 
' business ·. performance except cross guaranteeshi~ . 
.. Advisory services have the highest contribution to of 42 Yo 
to MSMEs performance. 
5.1 Conclusion 
Entrepreneurs in the small and micro sub-sector of the 
economy in Nigeria require access to fmance for their 
businesses to thrive on a sustainable basis. Although, the 
MSE sector contributes significantly to the national 
economy, the sector has so far not been given due 
recognition corrimensurate with level of the c;ontribution. 
Although financial issues are important to all firms , results 
from this study show that both financial and non-financial 
servic;es obtained from MFBs have highly benefited MSEs 
in Nigeria and have facilitated the sharing of busine-ss 
skills and innovative ideas, as well as alleviated the acute . 
shmiage of finance to an extent The policy implication of 
this study is that, microfinancing contributes Significantly 
to an enhanced enh·epreneurial environment by making 
the business environment more conducive and narrows the 
resource gap for small businesses. 
When properly harnessed and supported, microfinance 
can scale-up beyond the micro-level as a sustainable part 
of th~ process of_ economic empowerment by which the 
poor Improve then- situation. Based on findings from this 
. -·~---------
study, the use of MFBs has potentials for enhancing 1l1L 
performance of small businesses in three major ways 
regular participation in microfinancing, offering of non . 
financial services; and as a means to enhance entrepreneur .• 
productivity. 
If we consider the variation in impact of these factors on til ,· 
intensity of MSE growth and survival within any one s 
sector, it is possible to define a cm1unon series of CJ itic e~l 
factors for sub-sets of finns. This suggests that policiL'-_, 
aimed at promoting the performance of micro and small 
enterprises should adopt a sectoral approach. TIIU ·;, 
approaches and resources should address the most critic:d 
determinants of performance in focal sub-sectors, aim ing 11, 
augment access to critical resources and, perhaps, overcon "-
the disadvantages that cannot be easily varied. 
5.2 
I 
f. 
Recommendations .l 
MFBs should increase the duration of their cl ien t~' . f 
asset loans, or spread the repayment over a longer period \)r 
time, or increase the moratorium. Similarly, enterpri s ·s 
supported by MFBs should be linked up with larger · 
financing windows like the SMEEIS fund. In orde r t u 
encourage technology . acquisition for · MSE expansi<Hl, ' 
MFBs can categorize their loans into low and high inten·st ll 
loans. To achieve this, the Microfinance Banks can llc 
recapitalized. Also, the MFBs should employ co !lee 1 i \ e 
group-based loan di sbursement strategy; this will reduce the ., 
default tate and the volume of pmi fo lio at risk. 
,. 
lntenns of policy on supp01i services, MF8s should ;I .:'>" 
their clients by providing training on credit utili zat1u:1_ .. 11d 1 
provide information on govemment program mes to ~ t· 
operators in the country. 'Such MSE support and trai,, :<! 
institutions should be strengthened and properly fi.nh1eu 
while the services should be properly delivered too. lVII u~, 
can partner with relevailt technology enterprise developn1c n, 
organizations/skills training institutions to provide cli u11 
focused skills training to their clients. MFBs should s ·d 
long-term capital from the Pension and Insura 1 <Cc 
Companies in the coun·try_' This will help to reduce t11t:i: 
-lending rates and enable them spread their interest paymc·nlc 
over a longer period to encourage the acquisition of capi1:.! 
assets and technology. The MFBs should attend to !.J:..li 
proposals of MSEs through their business associations <I!Jd 
other self -help organisations. This will reduce the aJvl·r;-;,_ 
effect of information asymmetry. Social capital car, ~)~ 
employed to obviate the need for tangible collatera 1. 
The. Government should in-gently tackle the prob k 1 1 .1f 
infrastructure development and maintenance. A 
National Science and Technology policy that is pro1.L,r!y 
fund~d; and an educational policy with emphas 1 ~ •1t1 
technology and entrepreneurship education, shou ld ilC 
formulated and implemented for SME growth and expiul ~ 1',, 1 
in the country. Government should establish relevant wd l 
adapted and appropriately structured institutions <l!id 
organizations to provide support for MSEs in such aspeL:I a:.;; 
procurement, supply and distribution of raw material, su pp! y 
of locaVimported machines for use on concessional h:rm.,, 
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